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EXECUTIVE SUMMARY

TITLE: An Analysis of National Drug Control Strategies
AUTHOR: Peter Denega, Colonel, USAF

U.S. drug control policy goals are to increase drug price,
depress demand, and restrict availability. With respect to
cocaine, only one goal has been partially met - casual use or
cocaine has decreased, but addict wuse has increased, and crack
cocaine is widely available and inexpensive.

Despite higher rates of interdiction, the <cartel lands more
cocaine in the U.S. than market demand. As a result, there ¢ 2
surplus of cocaine in the U.S. Under this condition, there are
two reasons why interdiction is ineffective and only showse
resolve, First, the carte! has increased its profitability by
taking over the wholesale and first retail market thereby
enabling it to absorb greate; losses than interdiction can
inflict. éecond, to maximize profits the cartel has set the pric.
of cocaine at levels which create a surp{us. Given rixea prics=s,
it can only reduce surplus to decrease supply which 1nteccicnion
also achieves. An aggressive program to decrease cdemano WO a
create an even greater surplus for the carteibto nandte.,

Interdiction is effective when the market is 1n eauiiinriun,
Under this condition, 1interdiction creates a snortags wnion
increases cocaine price, Synchronizing itnterdlicTion  winn
destruction of the «cartel's U.S. basea wnotesaie/retal |l
infrastructure ccuplied with ?mmediate errorts to reduce daemana

hastens the effectiveness of interdiction.
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CHAPTER 1
INTRODUCTIGON
On September 14, 1984, Secretary of State Shultz addressed

the Chamber of Commerce in Miami, Florida. and deciared that the

o

Reagan Administration was placing top priority on the wazr on

drugs by attacking five fronts: prevention: treatment: recearch

law enforcement and interdiction; and.international cooperatinn,
The bottom line to his address--"We are confronting the thres*.
and making significant progress." (1:2) Six months later, bhis
Assistant Secretary for International Narcotics Matters, Jen
Thomas, in an address before the House Foreign Affairs Committee,
remarked that the Reagan Administration was proud ot its errorts
these past four years to reduce drug demand 1in the U.S.. R RN
Five years later, Secretary of State Baker, in an address to the
Forum Clqb in Houston, Texas, remarked that the U.S. war on aruvwe
was in a "twilight" struggle -- light was beginning to shed an
the %roblem both at home and abroad. (3:3) But is it? LDmrainyg
the period among these addresses, consumption or cocaine 11n the
u.s. has nearly doubled and. in the words ot the W, %,
Commigssioner of Customs, "the traffickers are literallv rarowinsg
it at our shores." (4:87)

Increased drug use has led to increased street crime, health

problems, industrial accidents, and many other costs %o sa=zi1etv.

(5:1) Some regearchers have estimated that social costs were
$60 billion in 1983 alone. (6:22) The 1increase 110 druz
consumption since then, has no doubt, increased this rizure

1




upward. Polls since the first half of 1988 show that the U.S.
general public considers drug control to be the number one 1ssue
of domestic concern. (7:24; 8:2-11)

Numerous theoriés have been suggested to explain why the
administration’s expanded war on drugs has not decreased the
severity of the drug epidemic plaguing this and other countries.
For example, why has the overall supply of cocaine dramatically
increased despite steady increases in seizures by wvarious
federal, state, local agencies and by the Department or Derense
(DOD)>? Furthermore, if seizures have increased, then why nhas the
wholesale price of cocaine dropped from $60,000 per kilogram 1n
1981 to less than $15,000 per kilogram in 19897 What is the real
problem and how severe is it? .

Both government and private sources have provided many
explanations and suggested various policy options to tight the
drug problem. Some of the suggested policy options and
strategies, when viewed from an economic perspective, could
produce results which differ from what was intended. As a
result, some policy decisions could undermine overall strategy
objectives and divert resources from more ertective remedies.
An economic analysis of the drug market might orter a clearer
perspective of the challenges policy makers conrront to deal with
the drug problem.

From an economic point of view, drug producers and sellers
operate for the same reason as any other business--1ts corporate

leaders seek to make profits. In order to make prorits, the drug

N
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producing and aistribution tirms must sell their goods ror prices
that are more than their total productieon costs while at the same
time selecting output levels (supply) consistent with consumer
demand. In this regard, Colombia’s President Barco is absolutely
correct when he said that "the only law that drug trartickers do
not violate is the law of supply and demand." (S:2).

Likewise, consumer demand for illegal drugs is influenced by
the same market mechanisms that influence consumer behavior
towards legal goods. In this regard, almost all economic issues
pertaining. to the drug market and government interventions to
influence its behavior can be reduced to questions about supply,
demand, and market price. )

This analysis examines the drug problem rrom an economic
perspective with the goal of identifying national strategies, but
not necessarily tactics, which may produce better and more
effective results in fighting the war on drugs. A heavy reliance
is placed on comparing the drug market with legal markets and the
principal focus of this analysis is on the cocaine drug market.

The second chapter coveirs some fundamental microeconomic
tools to analyze the drug market, its characteristics, and the
relations!..pr between drug supply, demand, price, and market’
equilibrium. Those familiar with microeconomic theory may wish
to skip this chapter and proceed directly to chapter three which
characterizes the cartel and its ability to influence market

behavior. Chapter four offers some possible explanations on how

the cocaine drug market in the U.S. has expanded and why.




Chapter five analyzes the U.S. national drug strategy and its
effectiveness in combating the drug probiem. Chapter six
provides a more in-depth analysis of alternative interdiction
strategies and their effect on decreasing the supply of cocaine
flowing into the U.S. Chapter seven provides some conclusions
and recommends policy options to more erfectively and
efficiently reduce the supply and consumption of drugs,

particularly cocaine, in tha U.S.




CHAPTER 1]
SUPPLY AND DEMAND
DEMAND
Drug demand is a schedule or curve that relates the various
quantities that buyers are willing and able to purchase at any
point in time to alternative prices, given all other things or

variables remain equal (ceteris paribus variables). There are

two properties which apply to all demand curves. First, demana
curves are downward sloping, meaning that as the price
increases, quantity demanded decreases and as price decreases

the quantity demanded increases. This inverse relationship 1s
known as the "Law of Demand". Secondly, demand curves have
different slopes (;lasticities) which represent consumer
responsiveness to price changes. The more vertical the demand
curve, the more it is inelastic--that is, the less responsive 1s
the buyer to price changes. Figures 1,2, and 3 depict the

notional demand curves for heroin, cocaine and marijuana.

Figure 1 Heroin Demand Figute 2  Cocaine Demand Figure 3 Marijuana Demand
Price Price Pree
P24 ] P2
M s P M
Q2 Qf Q2 Q1 Qz af
GQuantily Quanlity Quanhily




rF

163]

0f the three drugs, marijuana is generaily considered 2

the most elastic since it is less addictive than herninr

[n]
3
9
3

cocaine. Heroin demand, because of its highly addict}ve nature,
is considered highly inelastic meaning that a significant chengs
in price produces a less proportionai change in gquantity. The
elasticity of demand for cocaine 1is generally somewhere in
between the two other drugs. (10:606-609) A more thorouch
characterization of the elasticity of demand for cocaine wil}! be
presented later in this analysis.

Movement along the demand curve is referred to as guant:i-™
demanded -- note the relationship of price and the dirrerence :n
quantity demanded as the price for each drug in Figures 1, 2. znd
3 goes from Pl to P2,

Demanﬁ curves shift, left or right, depending upon <chanzess
to ceteris paribus variables. In the drug market ceteris paribus
variables might be such things as search costs (time and errors
to obtain illicit drugs), risk of getting arrested tor posssgssicr
of drugs, preference for another drug (PCP, marijuans, ":ice",
ecstasy, etc.), or any number of other factors which <can czusgs
the consumer to change his behavior or attitude about zonsuming
drugs.

For example, in Figure 4, the shift in the demand =wrve
from D to D! might be the result of either a positive charse .-

basic attitudes about drug consumption ("Just Say No" =zrrect: ar

a fear of loosing a job because of arrest. On the other hano, =

shift in the demand curve to D2 might be the result or ezsier
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N access or lgss fear of getting = 7
’ caught. Note the change in Figure 4 Demand Shift
quantity if price were held
constant at P1i. Price
This brings about the

importance of .distinguishing

P1

between quantify demanded and
change in demand. Many people
reporting and analyzing the

DA D D2
drug problem often refer to

these terms interchangeably,

Q1 Q@ Q2
but they are not the same and Quantity

can lead to making the wrong
conclusions or policy decisions,
A shift in the demand curve results from changes in a
consumer’s willingness and ability to buy as a tunction ot
changes in the ceteris paribus variables (for example, personal
income). When willingness or ability does not change, ther the
demand schedule (curve) does not change but the quantity demanded
will vary as a function of the price of the item. in other
words, if some individuals ar; predisposed to illicit drug use
and ceteris paribus yariables do not affect or modify their
behavior or values, then only the price of the drug will dictate
quantity demanded. If some of these individuals change their
. taste or values, then the demand <(schedule) shifts. The

importance of this distinction will be become evident in




subsequent analyses in this study.
Supply

Supply schedules or curves relate the various quantities o
drugs that traffickers seek to sell at any given point in time %o
alternative prices, ceteris paribus. Like drug demand curves,
drug supply curves also have several common properties.

First, drug supply curves are positive sloping. A pogsifive
upward slope indicates that price and quantity supplied =zr=
directiy related: as price increases, quantitv supplied =zr1:z2
increases; as price decreases, quantity supplied aiso decreases.
The reason for this relationship isithat if a drug trafrisiker wnc
is already ;upplying a level that satisfies his wrorit
expectations will! be inspired to expand production onlvy if tns
increased output will yield even higher prorits, Thererore,
higher érices are required to call forth higher levels of
production, ceteris paribus,

As shown in Figures 5, 6, and 7, the supply curve tor heroin
is approximately unit elastic -- that 1{s, percent chanses 1n
quantity supplied respond roughly proportionately to wpercznt
changes in price, The supply curve for mariijuana is sltightlw
more elastic --price changes induce proportionally largzer chenges
in quantity, while cocaine supply is somewhere in-between, fMore
the change in'quantity supplied as price is increased trom F1 ¢z
P2 for each drug. (10:606-609)

Drug supply, like drug demand curves, shitt to the right or

left as a function of changes in the ceteris paribus variabtes.




Figure § Heroin Suppty -Figure 46 Cocaine Supply Faure 7 Mamuaha Supbfv
Price ' Price Price
P2 P2 P2 e
Pt P PY
>
_— Y
8 Q2 (¢ 1 I ¢ 1 ™ Q?
Quantity Quantity Guanllly

For example, in Figure 8, a shift in the drug supply curve
from S to S1 could be the result of drug interdiction, law
enforcement, eradication, etc. A shift from S to $2, on the
other hand, might occur as the result of better technology,
better production processes, more secure transshipment routes,
b’ttcr teéhniques to overcome government interdiction, etc. Note
the change in quantity the ﬁroducer is willing to provide at a

constant price of Pi.

As with the drug demand curve, it |is Fiqure 8 Sepply SMilt

important to emphasize the difference
Price Si
between supply and quantity supplied.

[#]

Supply refers to an entire supply : 52

Pt
schedule or curve. A change in supply ]

refers to a shift, left or right, in a

supply curve as a result of changes 1in

t Q 2

the ceteris paribus variables. Quantity
Quantily

supplied refers to one point on the




supply curve or to one price/quantity combination on the surni-
curve. Movement along the same supply curve rerers to changes
in quantity supplied along that curve. The importance ot thig
difference will, as in the case 6f the demand curve., become more
evident in later analyses.
Equilibrium of Demand and Supply

As previously shown, demand and supply curves are nothing
more than simple models of how drug buyers and sellers are iikeiy
to behave in the drug market place. By themselves, thev cannat
tell a complete story, but when analyzed together, they reveal 2
great deal about consumer and supplier behavior. Superimposiﬁg
the supply and demand curves from the p;evious discussion onto
the same graph as shown in Figure 9 immediately yields the point

at which the drug market clears-- that is, the point at which 1%

is in equilibrium (point E).

At equilibrium in the drug [0 ™9™ Varket equiprum
market, point E, the intention of
the drug buyers correspond exactly Price
to the intentions of the drug
sellers. The quantity that the drug
buyers seek to purchase (quantity PE

demanded) 1is exactly equal to the

quantity that sellers seek to sell

(quantity supplied) and therefore

the equilibrium quantity is QE and Qe
Quantity

the equilibrium price is PE.

10




In the short 7run, the intentions and behavior of both the
consumer and supplier will not always match and as a result of
shifts in either supply, demand, or both and the drug market 1is
invariably in disequilibrium. However, over the long run, the
intentions and behavior of consumers and sellers eventually match
but both price and quantity Provided could vary.

The next chapter characterizes the cocaine traffickers and
provides some insight into their abilities and limitations to

inf luence or control market behavior:

11




Chapter 111
The CARTEL AND THE DRUG MARKET
It is widely acknowledged that the drug cartel in Colombi=z,

which controls about 80% of the cocaine +trade in South America.

[}

=

is not in fact a cartel in the economic sense-- that 1s, 1t oo

not regulate production among its members to .nrluence maruer

price. Instead, its main functions are coordination (2%
activities among the wvarious members or the <cartei. sharing
information about export costs, contributing o bribes.

exchanging information on transshipment routes, participating 1in
;ssassinations of Jjudges, journalists, and law enrorcemenrs
personnel and occasionally sharing each others’ inventories ro
meet customer demand. (11:261; 12:24) Some governmenrt ansiverts
describe the cartel as a sophisticated commodity business and
others sﬁggest it {s run like a "FORTUNE 500" company. «lz:ow:

In addition, the cartel has been steadiiy acquiring contro:
of approximately $5.5 billion in property and land estates and
putting together paramilitary groups which killed nearciv 3uw
persons in 1988. (14:24; 15:13) In Medellin, Colombia, i
people are killed every 24 hours, giving the city a per czuwita
homicide rate nearly nine times that of New ,York City. l1&:als
Aside from the lawlessness, it is highly likely that tne cartei
probably employs economists to provide  strategiec advics
concerning market strategies--a point that will be discussed 1n
the next chapter.

In effect, it can be concluded that the Cclombian cartet 13

11




a confederation of between five and ten shrewd and ruthiéss
Colombian organizations, who function almost like an oligopolist,
or a dominant firm, producing a homogeneous product in a legal
market. (17:27) Like the steel or coal industry, cocaine is a
homogeneous product with no known "name brands™ or product
differentiation. Smaller independent traffickers, who are
considered non-dominant firms, make up the rest of the South
American cocaine producers. (18:27)

The cartel, as the dominant firm, directly influences the
non~dominant firm's profit maximizing decisions regarding output,
and price. In other words, the noh-dominants are incapable of
influencing th; market price of cocaine by increasing or
decreasing cocaine supply. They just do not command enough
market share to make a difference. On the other hand, the
cartel can affect market equilibrium price by expanding or

decreasing supply. However, neither the cartel ner the

non-dominant firms can change price, but not supply, without

putting the market into disequilibrium.

For example, in Figure 10, suppose the cartel decided +to
increase the price of cocaine from PE to Pl. Drug traffickers
would choose to expand output from the equilibrium quantity ot QF
to QS1. Correspondingly, quantity demanded reduces to QULZ.
What's the ovérall effect? At price P1, the market is no lenger
in equilibrium. Instead there is a surplus of cocaine measured hy
the difference between QD2 and QS2. Over time, the surplus would

induce sellers to bid the price down so that they could sell

12




their excess cocaine until
anure 10 Market Surplus
reaching market equilibrium. . ) .
Conversely, in Figure 11, Price

if the cartel decreased price to | P4
Pi, then the quantity supplied is
*+ QS1, while quantity demanded is PE
" QD1, thereby creating a shortage

represented by the difference

between QS1 and QbD1. The

QD QE Q5
compete for the cocaine that is Quantity

-

shortage would prompt buyers to

available and eventually bid the

price up to market equilibrium price.

In essence, when supply and
‘ Figure 11 Market Shortage
demand curves are fixed, market

equilibrium in the drug trade is )
Price

reached in the same manner as in
legal markets. The economic

forces and mechanisms produce PE

gimilar results and it is not

unexpected to witness the same o1

kind of changes 1in the drug

market as a consequence of
Q5 Q& 2D

changes in price. The effect on Quantity :

cocaine price or quantity is

equally predictive when either supply or demand or voth chanue

13
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due to a change in the ceteris paribus variables. '

For example, Figure 12 shows

Figure 12 Market Shifts
. the effect on market equilibrium :

51

price and quantity as a result of .
Price

a shift (decrease) in the supply

curve because of increased law

enforcement or interdiction but Pt

PE

no change in the demand schedule.
Note that quantity decreases to

Q1 and price increases to P1i. A

decrease in supply with no Q1 QE

change in demand will always Quantity

produce this result and should

be kept in mind for later discussions.

t fect
Figure 13 shows the effect [Tri e 13 Markel Shifts

on market equilibrium price and
-
2

quaniity as a result of a shift Price
(decrease;-in the demand schedule
because of risk of incarceration,
job, etec.,, but no change in PE
supply. Note ’ that quantity Pt
decreases to Qi and the 'new

equilibrium price 'decreases to b1 0

Pl. Here again, this combination Qi QE

. of change in demand but no change Quantity

in supply will always decrease

la




quantity and price.

Figure 14 shows the effect

Figure 14 Market Shifts
D

on market equilibrium price and

quantity as a result of a 4
Price
decrease in both supply and

demand simulitaneously. The

PE

equilibrium quantity decreases to Py

Q1 but the equilibrium price
may remain the same, decrease or

increase depending upon the

magnitude of the changes in the

my

G aQ

cocaine  supply and demand Quantity

L

curves. In Figure 14, the new
equilibrium price P1 decreased, meaning that the magnitude or
the decrease in cocaine supply was greater than tne decrease 1n
cocaine demand.

The effect on equilibrium quantity and price when demand or
supply increase and the other decreases will also be wuserul to
know for subsequent discussions. Under these conditions rtne
effect on equilibrium price will always be known but tne errect
oﬂ equiltbrium quantity will depend on the relative magnitudes ot
the changes in cocaine supply and demand.

Figure 15 illustrates the erffect or an increase in vemand
coupled with a simultaneous decrease i1n supply. AS agemand
increases from D to D1 and supply decreases rrom 3 to si, the

new equilibrium price increases from P to Pl and guantity, 1n

15




this case; but not always,

decreased from Q ¢to Q1.
Conversely, in Figure 16, it
cocaine demand decreases but

cocaine supply increases then
equilibrium price always
decreases, but quantity can stay
the same, 1increase, or decrease
depending on the magnitude of the
changes in supply and demand.
In Figure 16, equilibrium price
decreased to Pl and quantity
decreased to Q1 meaning that the
than the change in supply.

The next chapter focuses on
the changes to the cocaine
market over the past decade, some
possible factors and reasons for
the changes, the cartel's market
strategies, and how policy
decisions may have shaped the
characteristics and behavior of

the current cocaine market.

16
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Price
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Q1 QE
Quantity
change in demand was greater
Figure 16 Market Shifts

Price
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CHAPTER 1V
EXPANSION OF COCAINE SUPPLY AND DEMAND
Demand

A thorough understanding of what needs to be done to
effectively fight the war on drugs should begin with an
understanding of how and why cocaine supply and demand has
expanded in the U.S. over the last ten years. This chapter
offers some possible explanations why the cocaine market has
expanded and where it probably stands today.

First, according to the National Institute on Drug Abuse
(NIPA), the number of people between the ages of 17 and 26
wiliing and able to use cocaine increased dramatically rrom 1976
to 1979, declined slightly until 1882, increased moderately until
1985, and the number of these users has steadily declined through
1989, People under 17 and over 26 predisposed to cocaine use
rose only moderately from 1976 through 1982 and has since
steadily declined. NIDA's 1988 national household survey ot
persons 12 years and older showed a 37 per cent decrease since
1985 in ‘tho number of persons who admitted wusing any kind of
illicit drug within the past 30 days. The number of cocaine
users in this group dropped f;om 12 million in 1985 to 8 million
in 1988. However, the number of chronic users of cocaine during
this same period has steadily increased from 246,000 to 292, 000
and their consumption rates have increased, (19:23-45; 20:2694)

From the consumer behavior described , it can be generally

concluded that the demand curves for cocaine use can be

17




characterized as shown in Figure 17. The 19682 demand curve

: shifted to the right by 1985, while the 1988 demand curve
shifted further right to compensate for the increase in
consumption by addictive wusers. The steeper slope of the 1989
curve suggests that cocaine demand has probably become more

inelastic due to the increase in addictive use.

From the forgoing discussion it can i
figure 17 Cocaine Demand

be concluded there have been several
“ ) Price § 1985

shifts in the cocaine demand curves since 1988
1982 to the present and that the current

demand, as a function of consumer

consumption, has steadily increased since 1982

1982 and has become more &ﬁelastic.

Therefore, as the price of cocaine rises Quantily

quantity demanded decreases less
proportionally, and .as price decreases, quantity demanded

increases less proportionally as shown in Figure 18.

Note the smaller changes in quantity

Figwe 18 1988 Cocaine Demand
as price increased from PE to FL and

decreased to P2, A quantifiable |} Prke \
approximation of current consumer demand 1
will be presented in the next chapter. _PE F\
Supply P2
The change in supply cur;es over the

M ne A2

last 10 years 1is more difticult to
Quantity

characterize. However, a reasonable

18



argument can be made to support the theory that the supply curve
has shifted to the right as opposed to an increase in quantity
supplied along the same supply curve.

Since 1982, when President Reagan announced his war on
drugs, the wholesale price of cocaine has steadily dropped from
about $60,000 per kilo to somewhere between $10-15,000 per kilo
in 1989. (21:81; 22:189) Decreasing wholesale prices came on the
heels of equally steady cocaine seizures as a result of increased
law ‘enforcement and interdiction. Only 4400 pounds of cocaine
were seized enroute to the U.S. in 1981 but an estimated 198,000
pounds were seized in 1988 (23:75).

If seizures, as many experts argue, are only a small
percentage of exports, .64 percent in 1981 versus 23 percent in
1985) then this suggests the quantity of cocaine being produced
and distributed by the cartel and independents has increased
dramatically . over the last ten years. (24:84-82; 25:172)
Seizure rates, as a percent of exports, were not available for
the years 1985 through 1988, but through extrapolation, one could
argue that current interdiction rates could be between 30 and 40
percent which would peg exports between 500,000 to 700,000 pounds
ot cocaine, of which 300,000 to 500,000 pounds or 136 to 227
metric tons were potentially landed _in the U.S. in 1889, In
contrast, the Defense Science Board (DSB) estimated that cocaine
consumption in 1986 ;as about 75 metric tons. (26:2)

If interdiction and increased law enforcement are intended

to shift the supply curve to the lert thereby increasing
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equilibrium price and decreasing equilibrium quantity, how is it
that Jjust the reverse occurred over time? First, 1if the
character of the cocaine demand curves over time has steadily
shifted to the right, then the only possible explanation that
would characterize current market conditions <(low price, high
quantity) suggests that supply has steadily shifted to the right,

despite higher rates of interdiction to meet the increase in

quantity demanded,

Figure 19 depicts the

shift of supply ocurves over Figure 19 Cocaine Demand
versus
time and the effect on Supply Shift
equilibrium quantity and Price D85 D88 582
price. The single most Séé
important conclusion from the pg? 88
above discussion and analysis ggg
is that ;von though demand
shiftted to the right
(increzse), it would require a
disproportional increase in
Q82 QB85 Q88

sugply to decrease price. . Quantily
Increased’ demand, holding

supply constant or just moderately increasing supply, would
produce a - higher price as shown ir Figure 20. However, the
current market price is actually much lower. -

As Figure 20 shows, it seems evident that the «cartel is

supplying more cocaine (S1) to meet quantity demanded, which 1n
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turn, lowers market equilibrium price to P2, If the traftrickers
chose not to increase supply to satisfy increased demand, then
price would be higher as shown in Figure 21, but, in the real
world, prices have declined and there are strong arguments that

there is a glut of cocaine in the market place. (27:39; 28:15)

Figure 20 Cocaine Price Shift F'.gu[e 21 Cocaine Price
Price D1 S Price
D S
P1
P1
p
P2 P
Q Q1Q2 ' QD QD4
Quantity Quantity

From the previous discussion, it can be argued that the
cartel’'s willingness to produce more and more cocaine has
gtoadtly increased despite high;r rates of interdiction and
seizures. The obvious question at this point 1is what has
inproasod the willingness of the traffickers to increase suppl§
it this lowers import price and presumably profits? Also, 1t
the trafficker is also facing a steeper demand curve, then any

decrease in price is accompanied by only a less proportional
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increase in quantity demanded. s it possibie that his totai
revenues still increased under these conditions? 1f so., to what
degree?

The obvious answer is that revenues must have increased,
otherwise there would only be a marginal increase in profifs,
There are several reasons which support the hypothesis that the
traffickers are making more profits from current operafions ftnzn
they did in 1982 despite the drop in wholesale prices.

Cartel Revenues

.Suppose that in 1981, when
the U.S. announced its war on Figure 22 What the Cartei
Perceived
drugs, the cartel perceived a mn
1981
change in cocaine demand--that Price
is, suppose it feared that
U.S, national policies would
shift the demand curve to the
left (D1) as shown in Figure

22. Given this scenario, the

price of cocaine would drop

from PE to Pl and the

Q1 QE

equilibrium uantity would
d d Quantity

drop from .QE to Q1. Revenues
would decrease by the amount represented by the shaded =zrez
shown in Figure 22,

How could the trafficker prevent his total revenues rronm

talling if the perceived threat of decreasing demand were rez!

1N
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The answer lies in two fundamental strategies, both or which
support the thesis that suggests the cartel 1is more proritable
today than in the past.

First, the cartel ©probably realized that they could not
influence the character of the demand curve--that 1s, there was
little in their power to influence consumer attitudes about
cocaine use. Still, and this is an important point, they could
increase quantity demanded by those predisposed to cocaine use--
that is, those - people already on the demand schedule, by
increasing supply thereby lowering price and increasing quantity.

To implement this market strategy, the cartel knew early on
that they would have to control as much or the wholesale and
perhaps even the fi;st regional distribution system tor cocaine

in the U.S. in order to sustain or even increase profitability as

the wholesale price of cocaine decreased. Some experts on
Colombia contend that the cartel’s strategy began in the fate
1870's., (29:75) The latest evidence presented by the FBl. UEa

ast

O

and other law enforcement agencies has confirmed that at |
300 Colombian trafficking groups are now operating and
controlling a vast wholesaling and regional sales network in the
U.S. Each group operates as a self contained celi and 1nrormation
aQout its operation is tightly compartmentalized and known oniy
to a few high level cartel chieftains. The cartel appoints the
manager of each cell who provides strict accountabillity to ine

cartel leaders in South America. (27:37-358)
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Prior to 1981, the cartel merely landed the cocaine an U, ¥,
shores and collected its import price of 5-6 times 1its export
costs., Now it receives further revenues from the 4-6 times
markup between the old wholesale price and first regional sales
price. As the cartel makes deeper penetration intoe the retaii
sales level their profits become even larger.

Comparing total revenues for a landed kilo of cocaine in
1981 versus 1989 shows the effect of "cartel-izing" the wholesale
market into better perspective. In 1981, the expdrt price nf
cocaine was estimated at $10,000 per kilo while import price wszs
$60, 000 per kilo, leaving the trafficker a net revenue of $50O, 000
per kilo, (24:80) In 1989, the export price was approximately
$4,000 per kilo, imporflprice was not greater than $18,000 per
kilo, and $54,000 to $72,000 at the first retail level assuming a
mark-up of 3-4 times wholesale wholesale price. This combinztian
lett the trafficker with total revenues somewhere between $50,000
and $68,000, which is at least equal to or more probably greater,
than 1981 revenues on a per kilo basis. However, when _ you
consider that the quantity being supplied in 1989 is greater than
1981, (quantity demanded is greater) then it is easy to accept
the hypothesis put forward earlier regarding greater total
revenues and profits. Graphically, what the cartel has done is
shown in Figure 23. The shaded area notionally represents the
cartel’s increased revenues as a result of cartel-izing the

wholesale network.
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The cartel's strategy
Figure 23 Cartel-1zing the
accomplished another important Wholesale Market
feature. By controlling the .
Price
wholesale and first regional
$54 -
markets, the cartel is able $72K ist Retail level
to limit the entry of less
capable and profitable %; Increaced Revenue
independent exporters., $10 - 7%/ Landed Cocamne
. $18K
Whereas in the past,
independents could . get
$50, 000 to $60, 000 for a
landed kilo, they now have to Quantity

settle for $10,000 to $15,000
per kilo but do not share any of the first level retail prOtlgs.

As interdiction of independents’ exports 1ncreases,
prof}tability decreases, and they are less motivated to produce
cocaine, thereby garnering the cartels an even greater snare or
the market. In effect, the cartel has created an artiricially
low import price on its product, but a very real price that
independents will receive if they land their cocaine. Figures .4
and 25 show the effect on the quantity independents are willing
to supply under the imposition of the lower import price. in
1982, independent traffickers provided quantity Q8< but toaay,
they are oni& willing to provide quantity Q89.

The lower import price effectively decreases the quantity

willing to be provided by the independents. At this quantity the
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cartel

violence

will allow independents

for market

control.

to produce

In some respects,

without resorting to

this strategy

resembles the techniques used by dominate firms in legal markets

to control entry of non-dominant firms.

Figure 24 Cartel/ Independent Figure 25 Independent
Revenues Supply
. D S
Price Price
$50- $50- Suppl
50K 50K PPy
$10- $10-
18K 18K
Q88
Quantity Quantity
There is one other technique that the cartel may have
employed, after controlling the wholesale and first regional sale
markets, to increase total revenues and profits. Several sources

suggest that the price of cocaine varies from region to region

within the U.S. For example, it 1is possible to buy a kilo of

cocaine in New York City for almost one-half to one third the

price in Washington, D.C. (11:262) Price discrimination 1s
even greater when compared to the European market. A Kkilo or
cocaine shipped to Spain yields nearly tour times the price 1in




Miami. In London, the street value or cocaine is three times the
price in New York. (30:23) In addition, it is also reported
that cocaine, if bought in different amounts, also arrects the
transaction price. (10:144) [f true, then it 1is possible that
the cartel may also be practicing price discrimination by

capturing what is known as "consumer surplus",

Consumer surplus is the
N - [
buyer’'s demand price and the Figure 26 Consumer ourplus
. . Price
price actually paid and is
Additional
graphically depicted 1in Figure p?7 ; Revenies
p8 %%A
26. For example, suppose the Z?%Z?b
Pg G527,
buyer was willing to pay price Pl D
P10 for the 10th unit of '
cocaine (kilos), but for units
1 through 98 he would have
paid a higher price, théen the
lightly shaded area represents \
Q7Q8 Q3Q10
consumer surplus--what he was Quantity

willing to pay for coc~ine,
but didn’t have to if it were bought in a competitive marker,
In a competitive market the «cartel’s total crevenues woulda vg
limited to the area bounded by P10 X Q10.

The cartel, using monopolistic pricing technigues would seek
to get the maximum the buyer would have paid ror each uni’. bought
by setting a price which captures consumer surplus as snown 1in

Figure 26. Note the increase in total revenues rrom this pricipg
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approach versus what a compet££ive firm could get in the market.
In conclusion, the cartel appears to have completely
restructured their distribution system to increase profitability
and thwart higher costs imposed by law entorcement and drug
interdiction. The cumulative effect of their strategy in terms
of total revenues can best be described by examining Figures 27

and 28.

Figure 27 Total Revenues Figure 28 Total Revenues
1981 1988

7,

29257,
y,%%zx%%éé%
=

S

Price Price

- §30-
60K

ZN

1988Q

Quantity

In 1980 and prior years, the cartel's total revenues were
limited to what they could get for cocaine landed in the U.S. as
shown in Figure 27. Today, the cartel’s 'total revenue potential
is as shown in Figure 28 and this represents the truer <character
of the cartel's immense profit making capability and why they

have the staying power to continue production and distribution
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of cocaine despite increased costs of interdiction and iaw
enforcement. To put it into even better perspective, several
government agencies have stated that the cartel’s revenues are
over 10 times what was earned by other organized crime 1n
trafficking heroin. (27:41)

Without a doubt, the cartel’s center of gravity in the U.S.
distribution system lies in its apparent hold on the wholesale
and at least the first retail sales level. Government policy to
break up. this system should be top priority in the law
enforcement part.of the national drug budget. Yet, funds for the
Organized Crime Drug Enforcement Task Force (OCDEFT) program,
targeted at high-level traffickers, amounted to only $196 million
in 1989 and- $215 million in 1990 --about two percent of the total.
drug budget. (23:120) It would appear that more investment
in this area is needed because results here can lead to =2
substantial difference in the cartel’s ability to éustain their
profit-maximizing posture in the long run.,

Severing their access to the retail chain deprives them ot
additional revenues and should reduce their willingness to supply
cocaine at current market prices. In effect, denying them the
extra profits from wholesaling and retail distribution puts them
in the same position they had in the early 1980’s and compared to
the administration's goals set forth in the 1989 National Drug

Strategy, this would be a significant accomplishment., (23:93-97)
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CHAPTER V
BROAD U.S. DRUG POLICY OBJECTIVES

The current U.S. administration’s strategy to combat the
drug problem attacks both supply and demand to achieve three
fundamental goals: 1) increase the price of illicit drugs; 2Z)
depress overall demand; and 3) restrict availability. (23:11)
This chapter focuses on the effects of the resources that the
federal government has allocated to various agencies to achieve

the three policy goals.

From an overall

Figure 29 Attacking
Supply & Demand

approach to attacking both D
Price D4

perspective, the government’s

supply and demand should, at

least in  theory, achieve the

stated objectives. First, P
attacking supply through PE /
interdiction and domestic

seizures, as shown 1in Figure

29, are intended to shift the

supply curve to the left (S1)

Q1 QE
thereby reducing supply, Quantity
increasing price, and
decreasing quantity. Concurrently reducing demand, although
less proportionately (D1), further reduces quantity. The

combination of the two effects should eventually decrease

quantity to Ql and increase the equilibrium price to P! thereby
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affecting
casual user of cocaine.

Many have

the consumption

argued that

patterns or

attacking

both

only one or

the chronic

the

and

other

produces far better effects than a combination or both supply and

demand. (31:27) However, it is important toc emphasize that
attacking supply or demand alone does not ruirill atl ot the
administration’s goals in the long run. For example, 11
government chose to attack only supply which decreases guantity
demanded, then higher prices produce two ertects which rcun
counter to the overall objectives of reducing drug use.
Figure 30 Cocaine Market Figure 31 Cheaper Drug
Market
51 S
Price Price
P1 o
PE PE
D1
D D
Q1 Qe QE Ot
Quantity uantity
First, those persons still predisposed to drug wuse nut
unable to afford cocaine at the higher price will seek a cneaper
substitute drug. The graph in Figure 30 represents the cocaine




market in equilibrium and the graph in Figure 31 represents the
cheaper drug market in equilibrium. Any decrease in cocains
supply, Si, would decrease quantity demanded for cocaine but
would increase demand for the cheaper drug, Di, as well as
quantity supplied and price. The net effect is that demand for
overall drug use would remain the same and the government's
policy merely changed consumers’ preferences toward a specific
cheaper substitute drug. Demand therefore, must be attacked
simultaneously with supply to achieve the administration’s long
term objectives of reducing overall drug use.

Reducing only supply, thereby decreasing quantity demanded
(but not demand) also creates competition among street dealers
for those consumers still willing to purchase cocaine at the
‘higher price. Unfortunately, competition comes in the form of
violent turf battles culminating in death or injuries to both
dealers, users and innocent bystanders. (32:25-26) Clearly
then, attacking only supply should not be the sole answer to meet
the government’s goals. Conversely, attacking only demand, as
many suggest, is also contrary to the administration’s
objectives.

Decreasing only demand through both law enforcement and
non-punitive measures to change the behavior of those predisposed
to cocaine use theoretically shifts the entire demand curve to
the left. However, in the absence of a shift in supply.
attacking only demand runs contrary to the administration’s goal

of increasing the cost of cocaine.
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Figure 32 shows -
Figure 32 Cocame Demand Versus Price
the cumulative effect .
N
J
of decreasing demand Price
while holding supply
constant. As quantity PE
P1
decreases from QE to Q4 P2
P3
price decreases to P4 P4
and in the 1long run,

Dt D
the lower price could 3 Do
induce people

G4 Q3 Q2 Q1 QE
currently using a (]uantny

cheaper drug to switch to cocaine.

Unfortunately, the admi;istration’s attack on both supply
and demand has not produced the desired effects necessary to
achieve the three policy objectives. Supply, despite
interdiction and law enforcement efforts which garner 70 per cent
of the federal drug budget, has significantly increased over the
past few years. (33:22) A reasonable hypothesis of why and to
what degree was presented in chapter 4 of this analysis. Uverall
demand, despite the encouraging news from NIDA regarding a
reduction in the number of casual users, has also steadily
increased.

However, if the mechanisms being employed are theoretically
expected to produce the desired results, then why has the
strategy failed? There are several possible explanations.

First, administration mechanisms might be ineffectively applied
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across the broad range of components in the supply and demand
arena. Secondly, the drug market may have some hidden attributes
which does not allow it to respond to the mechanisms currently
being emplioyed. A closer examination of the real character or
cocaine demand might reveal which market mechanisms intluence
consumer behavior effectively and efficiently to achieve policy
objectives.
Casual Versus Addictive Use of Cocaine

As mentioned earlier, NIDA’s survey concluded that there
were 8 million casual users ( used cocaine at least once 1i1n the
last month) in 1988 versus 12 million in 1985, but chronic users
(used cocaine daily) rose from 246,000 in 1985 to 292,000 1in
1988, Between June, 1988 and June, 1989, NIDA reported that some
cities' hard-core emergency cocaine cases have increased by as
much as 153 per cent while casual cases continued to decline.
(34:1) This would suggest that the trend mentioned earlier
continues. However, to suggest that cocaine use has been cut 1in
half since 1985, as Secretary of State Baker pcinted out 1n an
address to the United Nations in 1989, is misleading. (35:%)

For the sake of analysis, it it is assumed that casual users
consumed an average of two vials of crack per month and chronic
users consumed up to eight vials of crack per day, then over the
course of a year, 192,000,000 vials ot crack would be consumed by
casual users, while chronic users would consume about 876,000,000
vials. The total vials consumed by both would be 1,058, 00u,u0V

vials annually., Using the Defense Science Board’'s estimate that
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one metric ton of cocaine equals 8,666,666 vials of crack, then
the total quantity of cocaine consumed by casual and chronic
users in 1988 was approximately 123 metric tons. (56:36)

The theoretical consumption derived here closely correlates
to the theoretic quantity landed based on an interdiction rate of
40 percent of exports---136 metric tons of cocaine. The surplus,
perhaps, is probably much higher given that huge seizures such =3s
the one in Syimar, California (20 tons) produced no change in
the street price of cocaine. (27:39) This would suggest that
the actual interdiction rate is less than 40 percent-- perhaps
somewhere between 30-35 percent and therefore supply in the U,S,.
is far greater than demand.

The significance of this observation points out several key
factors which should help define better operational strategies to
achieve overail policy objectives regarding demand. First,
casual users account for only 18 per cent of total consumption ot
cocaine and their numbers appear to be declining. Addicts consume
the remaining 82 percent. Furthermore, if the demand by addicts
is more (inelastic than demand of the casual user, then what is
the appropriate strategy to produce the greatest reduction in tne
consumption of cocaine--decreasing demand or decreasing supply?
The possible answer again lies in analyzing the effects of
various policy options on each user’s demand schedule.

For comparative purposes Figure 33 shows the demand curveg
for both casual and addictive users. At price P casual and

addictive users consume Q units of cocaine.
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If interdiction

increases P to Pl F'gure 33 Casual Versus Addict Use

then the rate of
Casual Addicts

Users \
\
\

quantity demanded |Price

by casual users

is proportionally P1

higher than for P

addictive wusers. p2

Conversely, if

price decreases to

P2 then the rate

Q! Q@ Q2
of quantity OUGM!W

01902

deﬁanded by cgsual
users increases proportionally higher than ror addicts.

From this simple analysis it can readily be seen that price
changes only marginally affect the addicts’ consumption pattern
in contrast to casual wusers whose consumption varlec more
directly with price. This behavior poses an i1nteresting guestion
¥egarding policy objectives toward reducing supply.

If interdiction and seizures are intended to shirt the
supply curve to the lett (decrease supply) and 1itr, tor the
moment, casual and addict user demand are held constant, tnen
interdiction only marginally affects the addict's quantaity
demanded, but causes a greater change 1n quantity demanded by
casual users. But, since addicts consume 8% per cent ot quantity

supplied, then interdiction ot supply would not appear to
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considerably depress overall demand as desired by the
administration.

Yet, over 70 per cent of the administration’s 1990 and
proposed 1991 budgets targets, directly or indirectly. the
behavior of the casual user or one who might be predisposed to
drug use and has only a marginal effect on addicts. In fact, the
18990 budget only allocates $685 million dollars out of a total
budget of $9.5 billion, for treatment of addicts, while the
proposed 1991 budget provides a nominal increase to $840 million
out of $10.5 billion. (23:116) In essence, the national budget
allocates less than ten per cent of the total drug war budget tfo
decrease 82 per cent of the consumption by the real menace--the
addict. Reducing supply yields higher price and therefore
certainly affects the behavior of the casual wuser, but eonlv
marginally affects the consumption of the addict!

Some politicians, 1like Senator Biden (D-Del), and FEen.
Rangel (D-NY) echo the same conclusion and have charged that the
administration was placing too much emphasis on casual users and
not enough on "hard-core addicts." (36:1;34:1) Even the outgoing

head of the DEA, John Lawn, would like to see more money geoin

3Q

into prevention and treatment. (37:9A)

The obvious question drawn from this discussion is to wun3t
degree should the administration provide funds to the states o
decrease addict demand--not quantity demanded. On a dollar-ror-
dollar basis would this strategy be more or less ettective rthan

allocating the same funds for reducing quantity demanded throueh
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interdiction and seizures?

The answer is only
partially available from Flgure 34 Demand vs SUpp!‘/
Addicts 51 S
examining the drug market
model. Figure 34 shows the Price
now familiar drug market in P1

equilibrium at price P, only
P2
this time the demand curve
represents addict demand. If

the administration’'s overall

objective is to reduce
quantity effectively and

a1 Q
efticiently, then it is Quantity

necessary to compare the cost
of interdicting supply to achieve a shift in the supply curve to
Si{ versus the cost of decreasing addict demand from D tao D
The quantity demanded decreases to Ql for either approach, nhwut
price is different (Pl versus P2). However, since raising tne
price of cocaine is also a policy objective, it could be argued
that strategies to decrease supply should outweigh strategies tc
decrease demand. But which strategy produces the iong run
objective more efficiently, effectively, and at the leacr rcoct
to society?

Therein lies one of the great problems of the war on drugs--
it becomes very subjective as toc which mechanism produceg tne

better results in the long run. Some suggest that the Americans’
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desire for a quick fix to the drug problem coupled with a lack or
analysis of what works or why precludes the development or sound
policy decisions. (38:21;39:1607) Consequently, the
administration’s strategy attacks all tronts, with a
digproportionate amount on supply and with the' hope that
something in the aggregate produces the desired objectives.
Success or failure, the critics argue, will never be understood
to guide future strategies against the next epidemic. (39:1605-
1607)

What can be said with certainty, is that wup to now the
emphasis on interdiction has not shifted supply to the lert.
(40:1) As a result, the cost of interdiction has contributed
very little towards either reducing quantity demanded or demand
with the exception of some limited success ot reducing casual
consumption through presumably tougher law enforcement and non-
punitive measures. Perhaps it is time to shirft overall national
strategy by significantly increasing funds tor treating drug
addicts or develop some other means to control! their i1nsatiable
appetite for cocaine.

As noted earlier, the drug war must be rfought on both the
supply and demand side of the market equation. Aside rrom the
standpoint that interdiction has had virtually no positive errect
on reducing demand or quantity demanded some have argued that 1t
has it has no doubt made it costlier tor the <cartel to export
cocaine and without interdiction, the surplus ot cocaine 1n the

U.S. would be even greater. (41:1) Furthermore, the




administration claims that interdiction, at least symbolically,
shows resolve to other countries that the U.S. is serious about
combating drug trafficking. (23:74) The issue remains is whether
interdiction could be accomplished more efficiently and perhaps
with less resources while still maintaining a symbol of national
resolve.

General Interdiction Considerations

Over the past ten years interdiction rates have steadily
risen but still have not reached a rate which changes the
trafficker’s willingness to supply cocaine. But are the resources
currently be:ng expended to reduce supply being eftectively used
to achieve the greatest benefit? Further, what is a quantirfiable
measure of merit? For example, if current interdiction and
seizure rates are between 30 and 40 per cent as suggested earlier
in this report, then what new target rate will <change the
cartel’s willingness to supply? Can it be achieved without
gsignificantly increasing resources and what etfect will it have
on the overall drug market? Some Congressman, like
Representative Jack Davis (R-IL) believe the military can
significantly increase its involvement at no additional costs by
simply squeezing it into the military training budget. (42:13)

As discussed in chapter four, it has been postulated that
under the current cartel distribution system, the cartel’s total
_revenue from a landed kilo of cocaine is 15 times greater than
export costs. Given this margin, a 50 per cent rate or

interdiction/seizure still nets the cartel total revenues equal




to what they got in 1980 when the borders were vrrtually open.

At 90 per cent interdiction, the cartel’s total revenues equa!

total costs. Anywhere in between 50-90 percent they earn
economic profits but marginally less than under current
conditions. Within this range, it is difficult to estimate what
the street price of cocaine would be, but presumably 1t would be
higher wunless all retailers in the distribution chain accepted
lower profits, which is highly unlikely.

The administratian has not set any quantifiable goals on
either interdiction or seizure rates, nor, on an expected strear
price for cocaine except to say a "signiticant reduction” ana
"higher price". (23:95-88) From a purely speculative point os
view it would appear that interdiction rates higher than Su per
cent should begin to decrease the cartel’s proritability and
presumably reduce its willingness to expand supply. The question
is, can the administration aftord the resources to attain this
rate without undermining o£her initiatives to reduce demand:

ls it possible that better operational strategies can naster
supply reduction without increasing the costs? For exampte, 3¢
there targets in the production and distribution chain whion
qualify as choke points or the smuggler’s center or gravity: In
short, is there a better way for both the U.S. and rorergn
governments to achieve the desired results without risking civic
turmoil or governmental collapse as was almost the case 1n
Bolivia following Operation Blast Furnace? (43:104-111)

The next chapter examines the cocailne production 2n<
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distribution system outside U.S. borders and assesses the efrect
different operational strategies have on interdicting cocaine:
crop eradication and substitution; interdiction of chemical
precursors to produce cocaine paste, base, or cocaine
hydrochloride (HCL); destfuction of cocaine paste, base, and
cocaine HCL process%ng facilities; maritime interdiction in the
Caribbean basin; air interdiction over source countries and
transshipment routes to U.S. borders; and land interdiction along

U.S. borders.




CHAPTER VI
ANALYSIS OF INTERDICTION STRATEGIES
General

Fundamentally, the administration’s strategy to interdicot
drugs outside U.S. borders has two elements: motivating
governments. of cocaine producing countries to significantivy
damage the. cocaine industry within their borders; and,
interdicting cocaine hydrochloride enroute to or at U, <.
borders. (23:63) Damaging the cocaine industry within cocaine-
producing countries relies heavily on law enforcement and
military resources of the producing country with minimal
involvement by U.S. personnel. In contrast, interdiction alonz
transshipment routes to the U.S, and along U.S. borders 1s zlmost
the exclusive domain of U.S. law enforcement and DOL personnei
with the exception of a few countries like Mexico, Canada. and
the Bahamas where 1local police and wmilitia interdict illeza!
drugs within their territorial sovereignty.

In recent years, the administration has expanded the score
of the interdiction missiog along transshipment routes to the
U.S. and the Department of Defense has been given a greater role
and budget in coordinating and directing this effort, (23:113 @
recent Department of Defense Guidance issued by Secretarv or
Defense Cheney in September, 1989, directs the military
departments to reduce the flow of drugs into the U.3,, but the
details of the implementing plan are, as ot the writing or this

analysis, still being formulated. (44:1-4) However, it aprears
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that the thrust of U.S. military involvement - in the war on drugs
will be increased detection and monitoring of aerial and seaborne
narcotics shipments, some of which is intended to be accomplished
by U.S. Naval vessels close to the shores of producing countries.

(45:3) But, the proposed plans have been put on hold 2=z 2
result of a post-Panama policy backlash by some South American
Countries. (46:6) Direct U.S. militaré involvement 1in
producing countries is expected to remain minimal partly because
prior direct intervention, such as OUperation Blast Furnace 1n
Bolivia, could not be sustained. (13:106; 47:7; 485:50)

Operation Blast Furnace involved the deployment of 17u . &,
military personnel and six UH-60 Blackhawk helicopters to the
Chapre region of Bolivia for a four month period 1n 1lydd ta
support raids against suspected cocaine laboratories, The
operation put a temporary decline in production ot cocaine, bhut
failed to net any significant suspects or supplies or cocaine.
Furthermore, U.S. presence had a de-stabilizing errect on tne
leadership of the Bolivian government. (4%:8)

Despite the lack of success with Uperation Blast Furnscej
there are still some senior military ofricers, like retired Army
Chief of Staff, General Edward C. Meyer, who believe commando
raids, presumably lead by American rorces, are exactly what
combat units are trained for and would signiricantly reduce tne
flow of drugs inte the U.S. within one year. (50120 Sl:l:»
Other senior officers like General Alfred M Gray Jr.. Commandzant

of the Marines, warn that "those that want to 1nvade with
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battalions better damn sure be ready for body bags returning
home."™ (52:1)

While roles and missions of various agencies in interdicting

drugs have changed over the years, the essence of the
administration’s strategy at the strategic level remains
unchanged -~ train and assist foreign agencies in destroy:ing

cocaine production within their countries while providing a more
direct U.S. military and law enforcement role 1in interdicting
cocaine once in the transshipment pipeline. As of October 1932,
there were approximately 100 civilians (DEA agentss, plus some 2u
U.S. Green Beret training officers participating in Operation
Snowcap in Bolivia and Peru. Operation Snowcap involves =
training program for host-nation forces in counter-insurgency sn«
small-unit tactics. Similar efforts are also underway in other
countries, (49:8) But, the bulk of U.S. military and law
enforcement agency activities are outside of the borders or
producing countries. Still, it is interesting to note that tne
drug summit in Cartegena, Colombia, did not refer to the general
principle of armed forces of one country operating i% ancther
country. (53:1)

The U.S. resources being used within and outside providing
countries may, in fact, be disproportional or even counter
productive to what the administration hopes to achieve rrom the
investment. For example, is it possible that interdiction ~an
'ead to even greater production of cocaine?! Does eradicatien or

coca leaf crops induce farmers to grow more coca crop? What are
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other possible short and long term effects and consequences of
different interdiction strategies? Finally, how does demand ror
cocaine in the U.S. and other parts of the world affect the
outcome of these strategies? The remainder of this chapter
provides a more detailed analysis of some possible errects or
past and potential operational strategies to interdict cocaine.

r

Interdiction in Producing Countries

The Colombian cartel produces nearly 75 per cent ot 2il
Andean manufactured cocaine hydrochloride. Its chemicai
processing plants could be militarily described as prime "choke
points" --that is, the plant brings together all the necessary
resources to manufacture cocaine hydrochloride and the
concentration of those resources in one place represents a prized
and very leveraged target.

While cocaine plant size wvaries, the Def;nse Science Beard

suggests that a typical plant has the capacity to produce S0u

n

O

kilos of cocaine hydrochloride per week, wusing about
laborers, one chemist, 1,200 -1,300 kilos of cocaine paste
(m;nufactured from 20,000 kilos of leaves), 5,000 liters or
ether and acetone, five metric tons of potassium permanganate
and at least 10,000 gallons of water. The plant also reauires
electricity, a communication network to facilitate replenishment
of consumables, and presumably access to a waterway or airstrip
to transport supplies and processed cocaine. (26:3%)

No one really knows how many such plants exist and the

Defense Science Board suggests that many could be smalier ar




larger than the typical plant. However, 1if the entire known
coca leaf crop were converted to cocaine hydrochloride, then as
much as 600 metric tons could be produced by only 24 typical
plants in one year. Most recent DEA estimates suggest the
cartel’s production capacity ranges from 350 to o600 tons ot
cocaine. (54:17) Even if plant _sizes ggre one-halr to one-
fourth the size of the typical plant, the most that would be
needed to produce the maximum output would be between 50 - 100
plants. The target set is therefeore much smaller than say coca
leaves (400,000 - 500,000 acres) or paste processing plants which
are closer to the farms and number in the thousands.

It would seem logical to conclude that it resources to
interdict on all fronts are scarce, then the best and most
highly leveraged target sets are the cocaine hydrochloride
plants. Subordinating assets which c;ntribute to the destruction
of cocaine hydrochloride plants to other missions, such as crop
eradication, or even interdiction of relatively small amounts or
processed cocaine hydrochloride within the source country, would
not appear to be as cost effective as discovering and destroying
a plant and its supplies capable of producing 500 kilos or
cocaine per week.

Yet, the resources at Colombia’s disposal to rind and
destroy cocaine processing plants are grossly inadequate. For
example, Colombian police have a total of 22 helicopters, seven
of which arrived from the U.S5. in September 1989, to strike a

suspected plant once its location has been determined. (55:18;

47




56:30) fn agu:cion, the Colombian government lacks equipment to
jam or eavesdrop on radio frequencies controlled by traffickers
and open literature suggests they do not have the organic
capability to conduct any kind of aerial reconnaissance,
electronic intelligence, geographic surveillance for precursor
chemical wastes, or other technical intelligence gathering means

to identify locations of possible plant sites. (57:32)

Given Colombia’s land area,

Figure 35 Interdicting Cocaine
tinding the location of re- Labs y
)

locatable plants in an area of Price

440,000 square miles, could prove

difficult, but potential sites Py
could be narrowved down with PE
appreariate intelligence

gathering means provided by U.S.
Department of Defense sources.
But, the ({intormation provided Q1 Q€

Quantity
would have to meet certain

conditions of due process because it would ultimately have to be
revealed in court ag evidence for a prosecution. (858:52) But,
desensitized intelligence data could be passed on to Colombhian

military and police units toc interdict the suspected targets

thereby minimizing use of U.S. personnel. Given reasonable
success in locating and destroying processing labs should, at
least in the short run, decrease the supply of cocaine

hydrochloride as shown in Figure 35. Quantity is reduced to Qi
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and price increases to Pl thereby moving in the direction sought

by the administration.

From a military strategy perspective , this approach makes
sense because it minimizes use of both U.S. and Colombian
personne!l while maximizing their output. But, what happens in
the.other areas of the drug market as a result ot this seemingly

effective military strategy?

First, if demand for cocaine
hydrochloride, in the long run Figure 36 Coca Leal Demand
remains unchanged--that is, the
Price
number of people predisposed to
use is the same-~-then the cartel
is still motivated to produce v P
cocaine hydrochloride. The only PE

difference now is that its

operation requires more
production factors \paste, .
n , GE Ol
chemica recursors) to ;
P ? Guantity

compensate for expected losges
as a result of lab interdiction. This in turn i1ncreases the
demand for coca leaf and chemical precursors in the long run.

As a result of increased coca leaf demand and price, tarmers are

induced to substitute even more l=2gal crops for coca leaves as

shown in Figure 36, In turn, the supply ot legal! <crops turther
decreases and price increases as shown in Figure 37. 1In the case
of coffee beans, the increased price further exacerbates
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Colombia’s export trade problem because the 1ncreased price 1s
even less competitive with the world price of corfee beans which

have steadily decreased. (54:13)

Demand for chemical ,
precursors also increases, but Figure 37 Reduced Leqal Crops
the chemicals fre common and -
already in huge supply, and Price !
used in many different >
applications. Any increase in P
demand by traffickers would have & ///’
very little effect on price or I ’///ﬁ
supply of chemicals. 0
From a national strategy

perspective, the consequences of Q1 QF

military interdiction against Quanbily

the labs could, but not
necessarily, lead to the expansion of coca lear production untess
authorities can swiftly destroy the majority or 1abs therabe
outpacing the ability of the cartels to compensate tor expewt=a
losses. Given the high profit margins ot smuggling discussed 1n
chapter 4 coupled with the shortage of resources availablie to tne
Colombian police and military units, it is highly unlikely thar
swift interdiction of labs within producing countries coulo be
successfully achieved unless U.S. military assistance g
increased either through much more equipment or more direct U.S5.

personnel involvement. Even then, senior military orricers like
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General Maxwell R. Thurman, who oversaw the invasion of Fanama,.
predicts that traffickers would move their operations rrom
Bolivia, Peru, and Colombia into neighboring countries like
Venezuela, Equador, Brazil, Chile, Argentina, and Paraguayv.
(69:7) The prospect of the carteis migrating into these re¢ianrs
'only ’exacerbates the current problem and produces a verv
negative outcome in the long run.

This scenario poses an interesting problem tor policv-
makers. In the absence of any decrease in cocaine demand, should
interdiction be stepped up or merely held at current rates: Ig
it possible that other approaches yield less potentially negative
results? Does, for example, eradication of coca leat increase or
decrease the production of cocaine hydrochloride?

Eradication

The State Department believes
Figure 38 Coca Leaf Eradication
that the supply of cocaine to the

| 5
U.S., could be significantly reduced Price M
through massive herbicidal spraying -
to reduce coca cultivation by 50 P

percent. (60:8) In reality, PE

quite the opposite effect is likely '//:///
to occur. For example, Figure 38 I D
shows the supply and demand tor coca

Q1 QE
leaf., 1f coca plant farms were Quantity
eradicated either through
herbicidal means or more direct means, i.e. fire, then guantitew
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is reduced to Q1 and price increases to Pl. In turn, the lower
quantity yields less paste which consequently yields less cocaine
hydrochloride and therefore results in higher prices rer
cocaine.

In the short run, eradication c¢ould produce the desired
effect, but if demand for cocaine does not decrease, then demand

. .

for coca leaf will not decrease. [n the long run, higher ©prices
induce farmers to grow more leaves. It may also iead other
farmers, currently producing legal crops, to substitute ror
cocaine, thereby expanding, or at least compensating for coc2
leaf supply lost to eradication. Adding more fuel to the fire,

farm lobbies in the U.S. may even be guilty of hastening the

gsubgtitution of legal crops for coca leaves.

1980 to $19.7 million. While this ;mount is miniscule compared
with U.S. production, Congress has kept a tight rein on any money
for Andean soybean assistance. Other lobbies have played up a
cholesterol scare to dampen the demand for palm and coconut oils
which drive more farmers from growing these crops. Sugar and
coffee bean crops are other targets under the gun by American
tarmers and both import quotas and prices have contributed to
Andean farmers to grow illicit crops. To date, it 1is estimated
that over 60,000 Andean families have abandoned subsistence
tarming in favor of coca leaves over the last few years. (61:57)

The combination of U.S. protectionism, couplied with

increased demand for coca leaves as a result of eradication,
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eventually yields a coca leaf price somewhere between the
eradication (P1) and pre-eradication phase (PE) as shown 1n

Figure 39.

However, since coca leaf is »

a perennial weed with a life of | figye 39 Possible Effects of

between 15 -20 years, and_since R Eradication e
more farmers would be Price S1 <
encouraged to plant the leaf i
during the eradication phase P4 52
then over the long run, new EE

farms could eventually out-pace : ’////'

eradication efforts and supply ////’/ 0
would increase to S2 as shown in

Figure 39. (26:26; 62:79) This Q1 QE Q2

may have already manifested Quantity

itself as evidenced by a recent
report which suggests that there is a glut of coca lear
production in the Andean region. (63:18) Even the Department
ot State has acknowledged that coca cultivation, while
stabilizing in Peru, has increased over 20 per «cent in Bolivia
and modestly increased in Colombia over the past year. (B4:2)
Senior military officers like General Lindsey, Commander or the
U.S. Special Operations Command, sums up u.s. sponsored
eradication efforts as an ineffective "weed eater" eftort which
only alienates the farmers. (65:1) Several other methods to

eradicate coca leaves have been suggested by source country
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officials to achieve the same policy goals.

For example, the Peruvian Ambassador to the United States
suggested to the Senate Judiciary Committee that the U.S. make 2
one-time buy out of Peru’s entire coca crop, which provides 70
percent of the plants processed into cocaine, in order to
disrupt the Cartel's operations. (66:1; 67:A-3) How he would
arrange for all the compasinos to deliver their goods only to
government markets would be a challenge at best. But ror the
sake of analysis, how would the market actually behave under h:s
proposal? First, his ©proposal has a short term ertect on the
market and in the long run nothing would substantively change.
Secondly, in the short run, some leaves would be held back and
sold to cartel operators, albeit at poé;ibly higher prices only

if the compasinos could convince the buyers.

Figure 40 shows the effect .
F@U[Q 40 Buymg Coca Leaf

on market equilibrium price and

quantity. The ensuing bidding

Price o
war between government and
cartel interests would drive P14
price up eventually reaching
PE

equilibrium at P1. The farmer

would get more for his \\\

production--and he would be D

Ol

neutral about who he sold to.

GE Ot

In the long run, th
g un e cartel and Guantity

the government would pay more




than the old equilibrium price and the new nigher price wourd
induce more farmers to grow coca instead or some cash 1i1nrerior,
but legal, crop. After all, cartel demand ror coca ieat has not
disappeared and that is why the Ambassador’s proposal should be
viewed as unacceptable. In addition, even if such a proposzi
could be implemented in the short run, the overatl errect on
cocaine production would only marginally affect‘ import price
because the cost of coca leaf is the cheapest production cost
factor in the production of coca paste. (24:78).

In summary, eradication of coca leaves through direct means
is probably a no-win game. The steady drop 1n the price or coca
leaves over the past 90 dayé proves that there is already a glut
in supply and recent reports sdggest that 100 pounds of leaves
are now selling for $20 -$30 less than the cost or production.
(63:18-20) Suppose, however, that the U.S. and 'producxng
countries chose instead to offer farmers a subsidy on crops whose

cash value was inferior to that of coca leaves (i.e. corre

o

beans, sugar, etc.)

Crop Substitution and Subsidy

In theory, this strategy should induce farmers to grow the
subsidized crop instead of coca and the market supply and demand
schedules for the coca leaf and substitute crop should produce
the results in Figures 41 and 42, Farmers are induced to grow
more coffee beans and less coca leaves. The long-term 1nvestment
of such an approach is worth investigating because 1t achieves

several positive benefits.
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Figure 41 Reduced Coca Leaf Figure 42 Legal Crop Subsidy
Supply
' K
Price S1 Price
Subsidy
S St
P1 PE
PE P4
D
Q1 QE GE G
Quantity Guantity

First, direct military action by source country or LU.S5. 1s
avoided to achieve the desired result. Secondly, subsidizing
other crop growth stabilizes the source country's economy.
Third, this policy would undermine the ability of local
insurgents to exploit peasants' output of coca leaves in exchange
for protection money, thereby denying insurgents resources ror
weapons purchases. Given the glut of coca leat, it would appear
that the timing is perfect to induce farmers to substitute other
crops. Indeed, it may take very little tor them to convert
production to a legal crop provided the rarmers have a market to

deliver their product.
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Interdiction of Chemical Precursors

Interdiction of chemical precursors necessary to produce
coca paste, base, and cocaine hydrochloride can be waged on two
fronts -- within the borders of +the source country and by
controlling exports from supply countries.

As suggested earlier, the most efficient method ot
interdicting cocaine is at choke points like the processing labs.
Likewise, the concentration of chemical precursors will be
greatest at active processing labs. One raid on a cocaine
laboratory near Medellin, Colombia in May, 1988, netted 154,000
gallons of ether and acetone -- most of which came from the U.S.
That is enough chemicals to manufacture nearly 60,006 kilos of
cocaine hydrochloride! Dispover}ng active labs may be éyeatly
facilitated by wusing overhead imagery to locate the wvast
quantities of toxic waste and pollution dumped by the operators
of these lébs. It is estimated that in 1987 alone 15 million
gallons of kerosene, eight million gallons of sulfuric acid, 1.8
million gallons of acetone, and 1.6 million gallons of solvent
were dumped into more than 150 South American rivers and streams.
(68:14) But, are there even more efficient means to produce the
same results? For example, would more stringent export controls
on countries supplying chemicals to South American cocaine
producers be equally effective?

The answer is that export controls could be more effective,
but there is no consensus among exporting countries on how to

implement better controls. For example, the new U.S. export

57




control legislation is a compromise solution that is sensitive
to the needs of maintaining legitimate business. The U.S. law
requires exporters of 20 key processing chemicals to notity the
Drug Enforcement Agency (DEA) and keep records of each shipment
abroad. Sales to new customers must be reported to thne LEA 15
days in advance but requires no prior notitication teo
"established” customers. Since thHe DEA estimates that the 47
percent of ether, acetone, and methyl! ethyl ketone previously
shipped from the U.S. to Colombia, Bolivia, Peru, and Ecuador
went to produce cocaine, one could conciude that almost halr or
the established customer base will not be affected by the new
e&port law. (68:12-14)

dvder these circumstances, the export control ilaw is hardly
more than a bookkeeping exercise for both the DEA and the
exporters, The law has onl} a marginal chance ot stemming the
flow of chemical precursors to illegal markets.

Unless a tougher export law for <chemical precursors 1s
enacted, it would appear that interdiction within the source
countries would produce better results. However, it the U.s.
adopts tougher laws, then other chemical-producing countr:es,
especially those insensitive to U.S. interests, would most likeiy
step in to fill the void in supply. Only a tough law recognized
by all chemical producing/exporting countries would stop the
flow of chemical precursors to drug traffickers and the prospects

of such a law are dismal at best.
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Interdiction in Transshipment Routes

The interdiction of airborne and seaborne vessels between
cocaine~producing countries and the U.S. border 1s an enormous
task. There are more than 1.6 million square miles to patrol in
just the Caribbean and Gulf of Mexico. Uver 50,000 foreign ships
and 13 million tons of goods enter the U.S. each year. (69:77
The FAA has reported that over 78,000 known general aviation
aircraft flew into the U.S. across the southern bcrder alone.
Further, there are over 290,000 registered and 4,000 unregistered
general aviation aircraft in the U.S. Add to this number over
160,000 documented U.S. vessels incliuding yachts, tugs, barges.
and other commercial vessels and it 1is quite obvious that the
potential target set is huge. (70:273) Compounding the problenm
are countries like the Bahamas, who offer a convenient geography
-- some 2,000 cays.and 700 islands, from which drug tratfickers
can stage final drug runs into the U.S. (71:12)

Given the target set and geography, locating, tracking, and
intercepting suspected smugglers of cocaine or other illicit
drugs requires not only a great deal of manpower, but high
technology equipment as well, The results to date have been
quite disappointing as previously discussed in this analysis.
About the only positive thing that could be said about
interdiction along the transshipment route 1is that the U.S. can
show the world that it will spare no resources in i1ts war on

drugs.
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Interdiction at the U.S. Borders

[¢Q

Including inlets, the total border of the U.S. covers 88,63
miles. (72:55) Over 250 million people cross these borders each
year, 30 million air passengers arrive on a halt a million

commercial flights and 7.5 million containers arrive by land and

sea routes. The task of interdicting at the borders 1s 2
monumental undertaking. Sealing the borders, as Congress
suggested a few years ago, is simply impractical. (73:C5)

Despite the challenge, the U.S. strategy over the last rew
years, has expanded the interdiction mission at the borders.
Since almost 50 per cent of the South American cocaine
entering the U.S. is now shipped through Mexico, an undisclosed
amount of U.S. Marines have been on joint patrolling missions
with m;ﬁbers of the U.S. Border Patrol along the Mexican border
between El Paso, Texas, and Tucson, Arizona. (74:3; -75:F5' In
mid-December, 1989, a marine reconnaissance team exchanged tire
with suspected drug smugglers marking the beginning or a new
pattern of military involvement in the war on drugs. (76:13) As
a consequence, the Mexican government has accused the U.3, or
militarizing its southern borders. (77:10A) The North American
Aerospace Defense Command (NORAD) is now tracking suspected drug
carrying aircraft and NORAD interceptors are now trailing these
aircraft when U.S. Customs' planes are unavailable. (78:15-1n:
79:2) In addition, Forces Command is expected to devise a plan
to provide military assets to law enforcement agencies along the

border. (80:16) Even defense contractors, alarmed by emerging
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world peace and shrinking defense budgets, are trying to lure law
enforcqment agencies into buying more sophisticated detectoers.
sensors, and tracking devices to interdict drugs. (B1:F1) But
what is ths effect of interdiction in the transshipment route and
at the border on the drug market?

As pointed out earlier in this analysis, the total amount ot
cocaine interdicted last year was approximately 200,000 pounds.
Whenever an agency reports a drug bust there is a tendency to
characterize the seizure in terms of street wvalue or its etrect
on reducing the supply in the drug market. Unfortunately.
neither characteristic reveals what the real etfect is on either
supply or supplier nor on the effects on demand or consumer. AS
a result, conclusions often lead to incorrect policy~-making

decisions and strategies.

Cartel’s Surplus Management Stratégies

For example, if last years interdiction efforts were not
achieved -- that is, suppose almost 100,000 extra kilos or
cocaine were landed in the U.S., then what would be the errect on
the drug market? First, if, as suggested earlier, there 1s a
glut of cocaine supply in the U.S., then the drug market would bhe
as shown in Figure 43. (82:6A) At price Pl, consumers would
demand quantity QD while sellers were offering quantity @S. The
only way the cartel could eliminate the surplus is to either
reduce price to PE thereby arriving at market equilibrium
quantity of QE or by decreasing supply to Si which also yields

quantity QE. Remember that demand has not shitted, right or




left.

Since street price has been

steady over the past few years,

it would appear that the cartel
is probably reducing supply to
manage surplus rather then

lowering price. It could be that

the cartel is aware that cocaine

demand 1is somewhat inelastic,

then even a significant drop in

the price of cocaine would have

only a proportionately less

increase in quantity (QD to QE).
significantly drop to eliminate
affect profitability.

the

In effect, cartel’s
strategy is identical to what
interdiction was intended to
achieve. But, what happens if

the interdicted quantity of

100,000 kilos are added to cartel

supply? Figure 44 shows the
effect, The increase supply,
represented by S2 shifts the
supply curve to the right and
expands the surplus to the

o
[N

Figure 43  Carlel's Surplus
Management
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P1
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QD QE QS
Quantlity
In fact, price would have to
the surpius and that could
Figure 44 Cartel's Extra Surplus

Management

Price

Pi
PE
P2

QDQEGS Q

Quantiy




shaded triangular area bounded by the new equititibrium price or F2
and the current market price of P1. At price Pl, the cartel has
the same two choices presented earlier to eliminate surpius --
either reduce price, and in this case it would have to reduce 1t
lower than in the previous example or scale back supply to >5l.
Here again, it is most probable that the cartel wouida prohznly
reduce supply rather than decrease price tor the same reasons as
given 1in the above case.

But, it the cartel is inclined to provide less cocailne,
then what is the value of interdiction, especialiy on 2 marke:
that already 1is self-governing? Recall that the cartel can not
manipulate demand, but only quantity demanded through price.

Furthermore, does it make sense to expend billions ot
dollars to interdict cocaine when there is a surplus and thns
cartel is only minimally damaged? - At éroduction c0sts or #4,000
per kilo, the eartel only lost $400,000 million tor the 1Qu,wvu
kilos which were interdicted. Meanwhile, its grorxts are 1n the
billions for the cocaine that is actually landed and distriputed
in the U.S. Economically, interdiction is neither erficient or
effective, yet both the Congress and the administration have macde
it the cornerstone of our national drug strategy and manv
Americans believe it is required. From this giscussian, 1~
would appear that there is no value trom interdiction uniess the
market is in equilibrium or where a shortage or cocaine exisrte
As Figure 45 shows, under thesg conditions, hoiding price

constant at PE, interdiction shirfts the supply curve to the 1ert




(decreases supply) and creates a shortage represented by the
trianguiar area bound by price PE and what the new equilibrium

price should be ~-Pl.

The cartel, as a
rational seller, would Figure 43 Mg;se‘t‘]a?gtlc'?g%m
increase price under these
circumstances to take Price
advantage of the situation.
In the. process, quantity is P1
reduced from QE to Q1 which is PE
exactly what the
administration hoped to
achieve. .

The obvious conclusion

: QS1 Q1 QE

drawn from the above analysis Quantity
is that interdiction works
well when the market has cleared (reached equilibrium,, but has
virtually no effect if there is a surplus of cocaine. AsS long

as the carte! ships a surplus of cocaine to the U.S., market
torces produce the same result as desired by interdiction.
Therefore, funds expended to interdict under these conditions
are , in effect, being needlessly wasted.

[nstead, {t would appear that expending runds on reducing
demand would have a far greater impact on the cartels potential
behavior. For example, if the billions ot dollars expended on

interdiction are instead diverted to erfforts to 1ncrease
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domestic treatment and prevention programs then the effect on the
cartel 1is potentially more debilitating than any interdiction
campaign could ever achieve. Assume the drug market has a
surplus of cocaine represented by the lightly shaded arez in

Figure 46.

Let price PM represent ]
Figure 46 Interdiction versus

the real price of cocaine in Less Demand
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the market place and let while
Price

price PE represent the cocaine
PM

market in equilibrium. As
explained earlier, in order PE
tor the cartel to eliminate P1

the surplus répresented by the

lightly shaded area, it would \\ D

have to either reduce price to

Q2 Q14QDQE

PE or reduce demand to S1.

Now suppose that demand Quantity

shitted from D to D1 as a
result of an aggressive and expanded drug treatment and educzrion
program. This in turn creates a further surplus representsd nov
the cross-hatched area. At price PM the cartel now has a raotal
surplus represented by the combination of the two shaded are=ns

Here again the cartel has only two strategies to reduce surplus.
It can either decrease price to Pl or decrease suppiy to T2 o

clear the market, If it chose to hold price a3t PM and shirr

o

M

supply, the effect is the same as what interdiction was desiun
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to achieve, but perhaps at a much lower cost. and having a more
lasting effect in the long run.

The challenge of course is to synchronize and balance the
attack on supply and demand given changing market conditions and
available resources. The last chapter provides a summary or thig
analysis and offers a few recommendations policy makers shouid

consider in waging the war on drugs.




CHAPTER VI
CONCLUSIONS AND RECOMMENDATIONS
Conclusions

Almost all issues pertaining to the cocaine drug problem can
be reduced to questions regarding supply, demand, and market
price. Mechanisms employed by government to control the supply
and demand of legal goods can be equally applied to the control
of the cocaine drug market. On the other hand, trartickers
employ the same techniques used by legitimate businesses to
further their ends. But, there are limitations and constraints
on what either the cartel or government can do to influence the
behavior and attitudes of the actors in the drug market.

The South American drug cartel is a powerful and ruthless
confederation of separate organizations. Over the past ten
years, it has managed to vastly increase its total revenues by
taking over the wholesale and at least the first regional sales
distribution system in the U.S. By doing so, it has set an
artificially low import price of cocaine on itself but a very
real price on its competitors. Even though the cartel can set
price, it must change supply, otherwise it can potentially put
the cocaine market into disequilibrium --~that is, it can cause
either a shortage or surplus of cocaine as a function or price.

Increased quantity demanded of cocaine, particularly bhy
addicts, has induced the cartel to expand supply. Crack coczine,
introduced in 1985, is widely available, inexpensive and has

significantly contributed to the expansion of cocaine supply.




All indications are that the cartel exports somewhere between
500,000 to 700,000 pounds of cocaine, of which 300,000 to 500,000
pounds are potentially landed in the U.S.

As of today, there is a surplus of cocaine in the U.S. and
evidence suggests that the cartel may be diverting some of the
additional excess to other countries. The cartel could lower
price in the U.S. to rid itself of the surplus, but has not
chogsen this option. Presumably, this strategy only garners the
cartel a marginal increase in revenues because quantity demanded
would only modestly increase,.

Casual wuse of cocaine in the U.S. appears to be on the
decline while addictive use has steadily increased over the past
few years., Today, over 80 percent of the cocaine suppiied to the
U.S. 1is consumed by addicts and all , indicators point towards
increased addict demand in the near future. Addict demand is
inelastic compared to casual demand for cocaine -- addicts’
quantity demanded responds less proportionaliy to changes in
cocaine price. Casual demand responds more directly with changes
in price.

Current U.S. strategies target only 30 percent ot the drug
budget to reduce demand while 70 percent goes to fight the supply
side of the equation. O0f the 30 percent devoted to fight demand,
less than 10 percent of the budget targets the treatment ot
addicts. Yet, addicts consume over four times the cocaine
consumed by casual users.

U.S. strategies to break up the U.S.-based cartel distribu-
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tion system are also under funded. Only two percent or the
federal budget goes to a federal task force to target the high
level traffickers and leaders operating in the U.S.

Interdiction rates for cocaine are estimated to bke 35
percent in 1988 and somewhat higher in 1989 but still fall short
of the amount necessary to significantly change the behavior of
the cartel. Interdiction rates of at least 50 percent and higher
are necessary to begin altering the cartel’s willingness to
produce and deliver cocaine to U.S. shores. As long as the
cartel can continue to produce a surplus, interdiction has onty =2
marginal effect on its operations and profitability.

Interdiction of cocaine processing labs in cocaine-producin

b ]

countries is the most cost effective and efticient means or
reducing ococaine supply through military and law enrorcemen:s
means, Unfortunately, the ressurces available to governments or
cocaine;producing countries are extremely limited. <(onseguentiv,
this strategy can lead to the expansioﬁ Oor coca lear tarms as tne
cartel continues to out-pace government actions to ring an?
destroy processing labs.

In the long run, eradication of coca leaves through ner-
bicidal or other direct means, induce rarmers to grow more 20c®
crop and ultimately increase coca leaves under cultivation,
Government buy-outs of coca leaves produce similar results.

The export of chemical precursors ror the manuracture or

cocaine are inadequately controiled 1tor export to porentia:

cocaine-producing countries. U.S. laws protect tne concerns or

o
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legitimate chemical exporters while international export controls
are virtually non-existent.

Many Andean farmers have been driven to cultivate coca,
leaves because traditional crops have become cash inferior and
uncompetitive in the market place. In addition, tariffs and
other protectionist measures by potential world markets have made
Andean legal crops even less desireable to produce. But, coca
leat crop substitution through subsidy of cash inferior crops by
governmental agencies offer the possibility of reducing the
cultivation of coca leaves over the long run.

Interdiction of cocaine in the transshipment routes and at
the U.S. borders 1is inefficient, ineffective, costly, and has
virtually had no impact on the willingness of the cartel to
expand the supply of cocaine into the U.S. [t can be argued that
the amount of cocaine that has been interdicted by government
agencies has only helped the cartel manage its surplus ot cocaine
in the U.S.

In conclusion, casual use of cocaine in the U.S. appears to
be on the decline , while addictive use has steadily increased
since 1981. Efforts to interdict cocaine, either in producing
countries, transshipment routes, or at the U.S. borders have
increased over the past few years but the amount or cocaine
landed in the U.S. has steadily increased and currently outstrips
demand. U.S. strategies to combat the drug problem are not being

properly synchronized or scoped to effectively and erficient!y

'attain national objectives.




As long as there is market demand for cocaine, the carte!
and other independent drug traffickers will continue to produce
and deliver cocaine to U.S. and other world markets, Inter-
diction only marginally upsets the cartel’s ability to deliver.

Recommendation

To win the war on drugs, the grand U.S. strategy must be
structured to achieve a time-phased completion of four specific
strategies and objectives: reducing addict demand; destroying the
U.S.~based cartel distribution system; subsidizing legal crap
growth in cocaine-producing countries; and synchronizing the
interdiction campaign with the other three strategies.

The first and most important of these objectives is to
greatly increase the funding of drug rehabilitation programs,
especially programs dealing with addict consumption or cocaine.
To achieve this end, it is recommended that federal and state
money not be used to finance new treatment centers. Instead,
government agencies should "contract-out™ for services with
existing private hospitals, clinics, and other facilit:ies. In
this manner, the expanded war on addict demand can begin almost
immediately without waiting for the construction of new facil-
ities.

The importance of aggressively pursuing this strategy cannot
be underestimated. Every addict which can be rehabilitated
represents the equivalent of rehabilitating 125 casual users or
cocaine. As more addicts are rehabilitated, the cartel’s surplus

management problem becomes even more acute and it is torced to
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either lower price or scale back supply to put the market into
equilibrium. Since the cartel has held price above wmarket
equilibrium over the past several years there is no reason why it
would choose to lower price as quantity demanded begins to
decrease as a result of increased rehabilitation efforts.
Consequently, it will probably reduce supply, thereby achieving
the same end as interdiction but through other means. I[f the
cartel did choose to lower price to .id itself of surplus then
the next strategy discussed fights its profit-making potential
and willingness to supply cocaine at current quantities.

The second most important strategy and objective is te
launch a concerted effort to destroy the cartel’s center of grauv-
ity in the U.S. -- the wholesale and first level distribution
system. To achieve this objective, additional federal funds
should be provided to increase the size and scope of the Organ-
fized Crime Drug Enforcement Task Force to lead the effort in
dismantling the cartel’s U,S.-based operations. Dismantling the
cartel’s U.S.-based infrastructure essentially puts the cartel
back to its pre - 1981 profit making position where all it could
garner was the landed price of cocaine. Under these conditions,
even today'’s interdiction rates of between 35 to 40 percent could
significantly change the willingness of the cartel to continue
supplying cocaine. At best, the cartel would scale back produc-
tion, pay more to protect what it was willing to ship, and in-
crease its landed price of cocaine. All three of the expected

results contribute to achieving the national objectives.
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The third strategy targets the Andean rarmers wno grow cocs
leaves in order to make a living. Since eradication and other
direct means only increase cultivation of coca leaves 1n the jong
run, it is recommended that cocaine producing countries ana co-
caine importing countries (U.S., Europe, etc.:; establisn a runag
to subsidize the growth of legal crops in exchange tor coca. In
addition, tariffs and other trade 'barriers should be ii1rted to
permit the legal crops to flow unimpeded into world markets.

This strategy, over the long run, effectiveiy biocks tne
cartel’s ability to rely on inexpensive sources or proaucticn
factors necessary to manufacture cocaine. lts only recourse
would be to pay farmers more money to grow coca leaves wnich
increases production costs. As more tarmers substxthte coo?
leaves for legal crops, the <cartel will have less coca l1ear
resaerves from which it can replace cocaine lost to i1nterdiction

The last strategy recommends a retocus or the «current in-
teédiction campaign. Since interdiction, under current markes
conditions, is ineffective, it 1is recommended <thar Tederai
resources be reduced from current operating levels untiit tne
other recommended strategies have, at least, partially achieved
some measure oOf success. For exampie, it the cocaine marier
moves towards equilibrium, then the military and other rederai
agencies should increase their efforts to interdict cocalne.

As for now, military assistance to producing countrig2s
should be limited to training, equipment, and 1inteitligence

gathering means, but no direct U.S. intervention. Eradication 1in




producing countries should be abandoned because it does nox
reduce coca leaf acreage in the long run. Interdiction etrorts
in transshipment routes should be reduced from current levels
since the cost benefit of this approach is the least efficient of
all other approaches. Military interdiction at U.S., bnhorders
should be limited to providing other federal agencies terhnical
surveillance and communications, but no military patrois or
inspections. The funds currently budgeted for expanding tne
military’s involvement in the war on drugs should be diverted to
the other recommended strategies.

On the surface, it may appear that reducing militsry in-
Yolvement is tantamount to failure. On the contrary, it 1s not,
Military force can be used effectively under the right set or
conditions and at the appropriate time. But, those condit:ions oo
not exist at this time.

Lawmakers, political, and military leaders must neor mig-
understand the character of the drug problem and contuse 1t witn
something that is alien to its nature. The  drug proolem in the
U.S. is a manifestation of social and economic issues. It must

first be fought with social and economic instruments or row

D

Interdiction, especically by military forces., can play 2 pnart
only after the "battlefield" has been properly prepared. iintil
then, it would be wiser to limit the military’s role and put the

resources on more effective national strategies.
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